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The Burdens of Local Taxation 
and Who Bears Them. 

DIFFERENCE of opinion as to 
methods of taxation is often due 
to lack of knowledge of the effects 
of taxation. Political economists of this 
generation, however, hold views which are 
so nearly in accord as to the incidence of 
local taxation that if these opinions can be 
put in simple form and are generally ac- 
cepted a long step will be taken toward 
the solution of the problem of how taxes 
should be laid. 

There are two opinions as to the effect of 
taxation which are very common and both 
erroneous. The first opinion is that all 
taxes are paid ultimately by the persons 
who make the actual payments to the tax 
collector. The second mistaken idea is 
that all taxes are shifted from the persons 
who pay the tax collector to others, and 
that all taxes are finally paid by consumers 
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LIVE STOCK AND TOOLS OF FARMERS. 

The taxation of live stock and tools of 
farmers increases the cost of all farm prod- 
ucts. The increased cost of producing 
farm products tends to make farming un- 
profitable at places which are the least fav- 
orable. The number of farms is, therefore, 
reduced by such a tax, the amount of their 
products is consequently reduced and prices 
tend to rise. Prices tend to rise by the full 
amount of the average tax imposed. 

Part of the tax, therefore, falls finally 
upon the farmers themselves, so far as they 
are consumers of their own products, and 
part upon all other consumers of farm prod- 
ucts. 

MANUFACTURING MACHINERY AND TOOLS. 

A tax Upon manufacturing machinery and 
tools increases the cost of manufactured 
goods, and manufacturers must obtain prices 
for their goods which will cover the entire 
cost of production or fail in business. Such 
a tax makes manufacturing unprofitable at 
the least favorable places, some manufactur- 
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crs may be driven out of business or others 
prevented from engaging in business, until 
the supply of goods is decreased sufficiently 
to make possible a sale of the entire supply 
at prices which include the tax, plus an 
average profit. 

Of course, it must be borne in mind that 
we are considering tendencies and averages 
covering long periods of time, and it is im- 
possible to apply an economic law, such as 
this, to a single manufactory or a brief 
period. At the same time we can be per- 
fectly certain that on the average and in the 
long run a tax upon machinery and tools 
must increase the cost of manufactured 
goods, and the prices at which those goods 
are sold. Prices may not be increased by 
the full amount of the tax, because manu- 
facturers may prefer to do a larger business 
at low prices than a smaller business at 
higher prices. In any case the total profit 
to manufacturers is less. The consumers 
of the goods pay at least most of the tax in 
increased .prices, and perhaps even more 
than the entire tax, because of the profit on 
the tax charged by jobbers and retailers. 
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The secondary effect of this tax is the 
decreased demand for labor, and the conse- 
quent decrease in wages both in amount 
and in purchasing power. 

GOODS, WARES AND MERCHANDISE. 

A tax upon goods, wares and merchan- 
dise may fall upon the same goods several 
times in the course of their production from 
the condition of raw material until they 
pass into the hands of the consumer. For 
example : The farmer's sheep is taxed when 
the wool is on the sheep's back, the wool 
may be taxed in the hands of the merchant 
who buys it of the farmer, it may be taxed 
again as raw material in the factory which 
makes it into cloth, the cloth may be taxed 
in the warehouse of the wholesale merchant, 
and again on the shelves of the tailor, who 
makes it into a coat. It is obvious that 
this tax upon goods, wares and merchandise, 
which is generally imposed several times on 
the same goods, must, on the average, in- 
crease the cost of all goods. All those en- 
gaged in the production of goods as manu- 
facturerSy jobbers, wholesalers or retailers 
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must get back the tax paid on their goods 
in increased prices from their respective 
customers or fail in business. The failure 
of some tends to reduce the supply of goods 
and permit an advance in prices sufficient 
to recover the tax. 

The cost of goods is certain on the aver- 
age to be increased, but it may not be in- 
creased by the full amount of the tax, for, 
price being higher, demand is less, and pro- 
ducers suffer by reason of the decreased 
volume of their business. The secondary 
result again is the same as in the case of a 
tax upon machinery; a smaller number of 
laborers is required to produce the goods, 
and because of the decreased demand for 
labor wages tend to fall both in quantity 
and purchasing power. 

THE TAXATION OF INTANGIBLE PERSONAL 
PROPERTY THE TAXATION OF MORT- 
GAGES. 

The rule that supply and demand deter- 
mine price applies to the rate of interest 
which can be obtained for money loaned 
upon the security of a bond and mortgage, 
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just as it applies to the price which can be 
obtained for merchandise. The interest 
rate is the price paid for the use of capital 
and depends upon the supply seeking invest- 
ment and upon the demand for its use. 
The interest which can be obtained upon 
the United States government bonds pur- 
chased in open market may be taken as the 
measure of economic interest. The interest 
which is obtained from other securities is 
increased by a greater or less sum to cover 
insurance against the risk of loss, and in 
accordance with the difficulty or ease with 
which the security can be promptly turned 
into money. Thus a bond secured by a 
mortgage upon property of uncertain value 
will necessarily bear a higher rate of interest 
than a bond secured by a mortgage upon 
property the value of which is certain and 
so much larger than the amount of the 
mortgage as to preclude the possibility of 
loss. Again, a higher interest rate must be 
paid upon a security, the value of which is 
not generally known, and for which there 
is no immediate market, than upon a secur- 
ity, the value of which is generally known, 
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and which can be sold for its full value at 
short notice. For example: Small towns 
have to pay higher interest for loans than 
large cities, and small and unknown railroads 
must pay larger interest than great railroads 
of undoubted solvency. 

As a tax upon mortgages decreases the net 
return to investors, the supply of money 
which seeks investment in bonds and mort- 
gages is reduced until the demand is suffi- 
cient to absorb the supply, at a price which 
will yield investors the average return, plus 
the tax. The tax is, therefore, shifted by 
the lender bv means of an increased interest 
rate and falls upon the borrower. 

In most of the states only a small pro- 
portion of all mortgages is taxed, and the 
rate of interest in such states is affected only 
by the risk of taxation and not by a certain 
charge upon the mortgage. The interest 
rate is increased by this fear of taxation, 
just as it is upon a security of doubtful 
value because of the risk of loss. In some 
states more effort is made to tax mortgages 
than in others, and in such states the fear 
of taxation increases the rate of interest 
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more than in states where there is little 
effort made to subject mortgages to taxation. 
In some parts of a state more effort is made 
to tax mortgages than in other parts. In 
rural districts it is easier to find mortgages 
subject to taxation than in cities, so that 
fear of taxation increases interest rates more 
in the country than in the city, more in 
some cities than in others, and more in 
some country districts than in other country 
districts. 

In a few states, as until recently in Cali- 
fornia, nearly all mortgages are taxed, and 
the tax, therefore, is a certain charge upon 
the mortgage, varying only as the tax rate 
varies. In California the rate of interest 
upon mortgages was increased by the aver- 
age amount of the tax rate, plus an addi- 
tional sum, as insurance against an unex- 
pected increase in the tax rate. 

We see, then, that a tax upon mortgages is 
shifted from the payer of the tax, by means 
of a higher interest rate, to the borrower. 

The secondary effect of a tax on mort- 
gages is felt by laborers and manufacturers 
in the same manner as they feel the effect 
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of a tax on merchandise and machinery. 
As the tax upon mortgages tends to increase 
the rate of interest, it decreases the amount 
of capital which can be employed in mak- 
ing improvements upon real estate. This 
decreases the demand for building materials, 
for the labor of those who make building 
materials, and for the labor of those who 
assist in the erection of buildings; this de- 
creased demand for labor tends to lower 
wages. 

THE TAXATION OF NOTES, BOOK ACCOUNTS 

AND MONEY. 

It is not necessary to discuss at any length 
the effect of a tax upon notes and book 
accounts, for the effect is precisely the same 
as that of a tax on mortgages. As actually 
applied, the tax is always uncertain in 
amount, but however uncertain it may be 
the average amount of taxation which falls 
upon notes and book accounts must tend to 
increase the cost of conducting business, and 
must therefore increase the cost of goods, 
decrease the demand for goods, and so tend 
to lower wages. 
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Although money, as such, is subject to 
taxation, it is not taxed to any great extent 
in any state. So far as it is taxed the tax 
tends to make possession of money more 
costly and so increases the cost of business, 
with all the results attending the attempt 
to tax credits in the form of notes, book 
accounts or mortgages. 

THE TAXATION OF BONDS AND STOCK OF 

CORPORATIONS. 

In most states the shares of stock of a 
corporation in the hands of individual own- 
ers are exempt from taxation, because they 
are in fact only the evidence of ownership of 
a share in certain property, which is already 
subject to taxation. If all the stock of a cor- 
poration was actually taxed in the hands of 
the individual owners in addition to the usual 
tax upon its property the effect would be to 
increase the taxation upon the corporation 
and so place the corporation at such a disad- 
vantage as compared with competing individ- 
uals or firms as to drive it out of business. 

The taxation of corporate bonds, in the 
hands of individual owners, is so uncertain 
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and so little enforceable that the effect is 
slight; if all the bonds of a corporation 
were actually taxed in the hands of the 
owners, the corporation would be forced to 
pay an increased rate of interest in order to 
borrow money. The effect would be pre- 
cisely the same as the effect of taxing all 
mortgages. When very few bonds are taxed 
there is a tendency to slightly increase the 
rate of interest, because of the fear of taxa- 
tion. It is thus slightly more difficult for 
corporations to borrow money, and the cost 
of their product^ whatever it may be, is 
slightly increased. This tends to impose 
the burden upon consumers and tends to de- 
crease the opportunity for employment, and 
so lower wages. 

THE TAXATION OF BUSINESS CORPORATIONS. 

If the tax upon business corporations is 
the same as that imposed upon individuals 
and firms which compete with them, the 
tax is shifted to the consumers of the goods 
they produce, in the same manner and with 
the same effect as the tax upon merchandise 
or machinery. 
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THE TAXATION OF BANKS. 

The principal functions of banks are to 
effect exchanges and to loan money to their 
customers. The taxation of banks makes 
the banking business unprofitable at the least 
favored places, and so deprives those places 
of banking facilities. As banks facilitate 
the exchange of goods they reduce the cost 
of bringing goods to the consumer. When 
any place is deprived of the services of a 
bank the cost of bringing goods to consum- 
ers at that place is increased, and the profit 
which could be made in the production of 
goods at that place is decreased. So far, 
then, as the tax upon banks deprives rural 
districts of banking facilities the residents of 
those places are subjected to burdens by 
reason of that taxation. 

The taxation of banks increases the cost 
to them of doing business, and they must 
recover the tax from their customers in the 
same way that they must get from them any 
other expense necessary to the conduct of 
the business. Some banks, less well situated 
or less intelligently managed, are forced out 

20 



of business ; or if the demand for banks is 
increasing new banks will not be formed 
until the demand for banking facilities in- 
creases proportionately to the supply to such 
an extent that the banks can increase their 
charges by an amount sufficient to cover 
their expenses, including taxes, and the aver- 
age rate of profit on the capital invested. 
The increased charge is made in the shape 
of higher rates of interest upon money loaned 
to their customers. 

The tax, therefore, is shifted by the banks 
to those who borrow money. So far as the 
borrowers of money are engaged in pro- 
ductive business, the increased expense due 
to higher interest paid for money loaned in- 
creases the cost to them of conducting their 
business, and is by them finally shifted to the 
consumers of the goods they produce. 

The tax upon banks, therefore, is finally 
borne by the people as consumers. 

THE TAX UPON PUBLIC SERVICE CORPORA- 
TIONS. 

As a rule there is no genuine competition 
between corporations which perform some 
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public service^ such as supplying water, ga8 
or electricity, or which serve the public as 
common carriers of passengers or goods. 
From the very nature of the case there can- 
not be and ought not to be competition in 
such business, and this is so generally recog- 
nized that these businesses are commonly 
called natural monopolies. 

The charges made by public service cor- 
porations are fixed by law or are made 
with a view to obtaining the largest possi- 
ble profit. If not fixed by law the charge 
is generally all that the traffic will bear, 
so that an increase in the charge would 
reduce the business and actually decrease 
the net profit. 

Public service corporations, which have 
no competitors or whose power to charge is 
limited by law, have no power to shift a tax 
upon their property, and its effect can be felt 
only by the stockholders. 

If the dividends of a corporation are re- 
duced by the imposition of a tax upon the 
corporate property, the loss falls entirely 
upon the persons who are stockholders at 
the time the tax is imposed. It does not 
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fall at all upon subsequent purchasers, al- 
though it is levied annually. The reason is 
that as soon as the dividend rate is reduced 
by reason of a tax the market value of the 
stock declines in proportion. The stock- 
holder loses part of the capital value of his 
stocky but receives the same rate of interest 
upon what remains. A subsequent pur- 
chaser pays a price based upon the income 
and receives all that he buys. The matter 
may be illustrated thus : A invests $500 in 
stock which pays 5 per cent, dividends. He 
buys $25 a year for $500. A tax is im- 
posed which reduces the dividends to 1 20 a 
year. If other conditions remain the same, 
the stock will now be worth only $400 and 
A will have lost $ 1 00, and will continue to 
receive 5 per cent, on the market value of his 
stock, which is now $400. If B now buys 
the stock, what he buys is only |2o a year, 
and on a 5 per cent, basis he pays $400, and 
the tax affects him not at all. 

When prices charged by public service 
corporations are so fixed by statute as to 
yield a legally limited profit in excess of 
cost, computed upon an actual investment, 
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regardless of outstanding securities, any tax 
will be an element of cost and will therefore 
be paid by the user of the service. Under 
this condition choice can be made between 
taxation and high prices for service, or no 
taxation and low prices for service. To 
carry out this system, all accounts of the 
corporation necessary to determine cost must 
be kept as public accounts in form prescribed 
by the state, and audited by state authority. 
If there should be any profit in excess of the 
legal limit it can be absorbed in whole or in 
part by a graded tax on gross receipts. 

THE TAXATION OF REAL ESTATE. 

To understand the effect of a tax upon 
real estate it is necessary first to explain the 
incidence of a tax upon land and of a tax 
upon houses and other improvements upon 
land, for the operation of an ad valorem 
land tax is entirely different from an ad va- 
lorem tax upon improvements. 

To discover the effect of any tax the 
rule already given must be applied, that 
price depends upon demand and supply. 
If demand increases without any increase 
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in supply, price rises. If supply increases 
without any increase in demand, price falls. 
If there is a perfect monopoly of an arti- 
cle and a price is arbitrarily fixed, a cer- 
tain quantity of the article can be sold. If 
price is raised, a less quantity can be sold, 
and if price is reduced a larger quantity 
can be sold with the same expenditure of 
efForj. 

The only way to affect price is through 
an increase or decrease of the demand or 
the supply. 

If the element of speculation in land is 
entirely disregarded a tax upon land in pro- 
portion to its value has no effect upon the 
demand for land or upon the supply of 
land, and, consequently, such a tax has no 
effect upon the price of land expressed in 
rent. Disregarding speculation, so long as 
the tax is not more than the entire sum 
which can be obtained for the use of land, 
it makes no difference in rent whether the 
tax is high or low. As such a tax cannot 
affect demand or supply, and therefore does 
not affect rent, it falls wholly upon the 
owner. If the owner is not the user, the 



tax gives him no power to increase the pay- 
ment demanded for the use of the land, for 
the tax has no effect whatever upon the 
number of persons who desire to use it, and 
no effect upon the supply of land competing 
with his own. 

If the owner of land is also the user, a 
tax upon it, whether high or low, provided 
it is not higher than its entire value, gives 
no power to the owner to increase the 
price of his product. The price of prod- 
ucts is limited by the cost of production 
upon the least desirable site, and as the 
least desirable site has no value, there would 
be no tax upon it, and the cost of the most 
expensive increment would not be affected 
by the tax. This statement is merely an- 
other form of saying that the rent of land 
does not affect prices, which is so obvious 
a fact as not to require proof. Everyone 
knows that where the value of land is 
greatest goods are cheapest, cheaper in New 
York, for instance, than in a country village. 

The usual illustration to explain this law 
18 taken from agriculture, but it is equally 
true of all industries. 
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So far the discussion has been based up- 
on the supposition that there is no specu- 
lation in land. As a matter of fact, there 
is speculation, and consequently a tax upon 
land affects the market supply of land and 
therefore affects the price of land. In the 
absence of any tax, valuable land is held 
out of use at prices higher than it is worth 
for present use. When the supply is thus 
restricted the price of all land for rent or 
sale is increased. A tax upon land in pro- 
portion to its value, as it is high or low, 
more or less forces into use valuable land 
previously held idle in expectation of a rise 
in value. When the market supply of 
land is thus increased, the price of all land 
is thereby decreased. 

An important feature of ad valorem land 
taxation is that, when the rate is uniform, 
the tax falls wholly upon those who own 
the land at the time of the imposition of 
the tax. The selling price of land depends 
upon the net revenue which can be obtained 
from it, and if the net revenue is reduced 
by the imposition of a tax, the selling price 
falls proportionately. For example, the 
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gross revenue which can be obtained from 
a certain lot or farm is $i,ooo. If there 
is no tax upon it, the selling price, calcu- 
lated on a basis of 5 per cent, would be 
$20,000. If there is a tax of $200 a year, 
the net revenue would be only $800, and 
the selling price would be $16,000. The 
owner at the time the tax is imposed would 
suffer a loss of income of $200 a year, and 
if he sold could only obtain a price based 
on the reduced revenue. The subsequent 
purchaser would only buy a revenue of 
$800 a year, and upon him the tax would 
be no burden. 

SUMMARY. 

When there is no speculation in land 
an ad valorem tax upon land is paid en- 
tirely by the owners, and neither increases 
the rent nor the price of land. 

When valuable land is held idle or put 
to an inferior use, being held for specu- 
lation, an ad valorem tax upon it forces 
some such land into use, the market supply 
is increased, the tax is paid entirely by the 
owners, and rent and price of land decrease. 
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When an ad valorem tax upon land is 
imposed at a uniform rate it falls wholly 
upon present owners, and subsequent pur- 
chasers pay a price reduced by the amount 
of the tax capitalized at the current rate of 
interest. 

THE TAXATION OF IMPROVEMENTS ON 

LAND. 

In considering the effect of a tax upon 
improvements on land, the principle al- 
ready explained must be constantly borne 
in mind, namely, that price depends upon 
demand and supply. 

In order to ascertain the effect of the 
tax, we must discover how it will operate 
upon demand or supply, for in no other 
way can it have any effect at all upon the 
price which can be obtained for the use of 
the improvements. 

Capitalists are always on the watch for 
investments which will yield a safe and 
large return ; the result is that the returns 
to capital tend to be equal in all businesses 
in which risk is the same. The imposition 
of any charge upon a business which re- 
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duces the possible profit will soon restrict 
the investment of capital in that business, 
then the profit will tend to rise to the rate 
which can be obtained in other forms of 
investment of equal safety and convenience. 
If any existing charge is removed from any 
business, or if, for any cause, the customary 
returns to capital invested in that business 
are increased, new capital tends to seek in- 
vestment in that business until the profit is 
again reduced to the average level. 

If a tax is imposed upon buildings and 
other improvements upon land, the invest- 
ment of capital in land improvements is 
checked until the supply of such improve- 
ments is reduced in proportion to demand 
to such an extent as to raise the price suf- 
ficiently to yield the average return to cap- 
ital. If a tax heretofore imposed upon 
buildings and other improvements is re- 
moved, capital at once seeks this invest- 
ment until the supply is so increased that 
the return to capital falls to the average 
again. 

This is a statement of the general rule 
applicable to the taxation of improvements 

30 



upon land, but there is another factor to be 
taken into account. We have so far con- 
sidered only the increase and decrease of 
supply, but the increase and decrease of de- 
mand exerts an equal influence upon price 
and an increase or decrease of population 
directly affects the demand for the use of 
land improvements. We have, therefore, 
three cases to consider : (a) The effect of 
a tax upon improvements when population 
is stationary ; (b) the effect of a tax upon 
improvements when population is decreas- 
ing ; (c) the effect of a tax upon improve- 
ments when population is increasing. 

(a) When population is stationary. If 
the conditions of population remain the 
same, the demand for the use of land im- 
provements will be steady, and the price 
which can be obtained for their use can be 
affected only by an increase or decrease of 
supply. If a tax is imposed the return to 
capital will be decreased, but demand and 
supply being for the time constant, price 
will not be affected. Houses in time wear 
out and other improvements decay, so that 
slowly, but surely, the supply of improve- 
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ments will diminish unless new ones 
are made, but as return to capital is de-^ 
creased new improvements will not be 
made so long as the return to capital in 
this investment is below the average. When, 
in the course of time, the supply has fallen 
to a point sufficiently low so that more 
than the usual return to capital can be 
derived, capital will again seek this invest- 
ment. 

We see that when population is station* 
ary and a tax is imposed upon land im- 
provements, the tax will be paid, in the 
first instance, by the owners of the improve- 
ments, then as improvements wear out the 
tax will gradually be shifted to those who 
hire the improvements until they are 
obliged to pay the entire amount of the 
tax. 

(b) When population is declining. If 
the decline in population is so rapid as to 
keep pace with the decrease in the supply 
of the improvements due to decay, there 
will be no shifting of the tax from the 
owners to those who hire the improve- 
ments. As, proportionately to the demand^ 
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the supply will be constantly increasing^ 
there can be no increase of price. 

(c) When population is increasing. 3 
With an increase in population there is a 
constant increase in the demand for land 
improvements. The tax checks the flow 
of capital to this investment until the de- 
mand increases to that point at which the 
price rises so as to include the average re- 
turn to capital^ plus the tax. In this case 
the tax may fall for a very short time upon 
the owners of the improvements^ but it is 
certain to be rapidly shifted to those who 
hire them and continues to rest upon the 
tenants. ^ 

In the United States, increasing popu- 
lation is the rule, and a stationary or de- 
clining population is the exception, so that 
in general taxes upon land improvements 
are shifted from the owners to those who 
hire them. 

When those who hire houses use them as 
residences the tax falls upon them and can 
be shifted no further. 

When the tax falls upon improvements 
used for production, it adds to the cost of 
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production and is shifted to the final con- 
sumers of the goods produced. Thus a tax 
upon all factory buildings falls upon all 
those who manufacture goods^ and must ul- 
timately be recovered from the purchasers 
of the goods in the same manner as any 
other expense of the business. 

THE REAL ESTATE TAX. 

The effect of a tax upon real estate is 
the result of two opposing forces. We 
have seen that a tax upon the value of land 
not only does not increase its selling or 
rental value^ but also tends to diminish the 
selling and rental value by inducing the 
owners of some unimproved land to im- 
prove or sell, thereby increasing the mar- 
ket supply of land. We have seen that the 
tax upon buildings is generally paid by the 
user of the buildings, as such a tax tends 
to check the erection of new buildings un- 
til the supply of buildings is decreased in 
proportion to the demand sufficiently to 
enable building owners to obtain the av- 
erage rate of interest upon their invest- 
ment. 

34 



When real estate is taxed the tax falls 
partly upon land and partly upon improve- 
ments. So far as it falls upon land, the 
tendency, as we have seen, is to decrease 
the price which can be obtained for the use 
of land, and so far as it falls upon buildings 
the tendency is to increase the price which 
can be obtained for the use of buildings. 
It is impossible to determine precisely what 
will be the net result of a real estate tax in 
any particular place, but certain general 
rules may be laid down which will be 
found to be substantially correct. An in- 
crease in the tax rate is wholly paid by the 
owners of the real estate, for the effect of 
the increased rate put upon unimproved 
land is to induce the owners to improve or 
sell, and this effect counteracts the tenden- 
cy of the increased tax upon buildings to 
check their erection, and more than coun- 
teracts it. We have seen this result in the 
boroughs of Manhattan and the Bronx, in 
the city of New York during the year of 
1899. The tax rate increased about 20 
per cent., and the number of new buildings 
was more than double that of the previous 
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year ; and a number of land owners gave as • 
their reason for building the fact that the 
increased tax upon their vacant land ren- 
dered it unprofitable to hold it longer un- 
improved. It is alleged that there was an 
exception to this general tendency toward 
reduced rentals in some crowded sections of 
the city, inhabited by laborers, who found 
it extremely important to be near their 
work. It is said that rents were raised in 
these quarters, and that landlords asserted 
that they were obliged to raise the rentals 
because of the increased tax. While this 
may be true, it is perfectly obvious that the 
landlord could have raised the rent to the 
same extent if there had been no increase 
in the tax rate at all, so that in reality 
this apparent exception is not an excep- 
tion. 

During the year 1898, in the borough 
of Brooklyn, there was a considerable de- 
crease in taxation, but there is no evidence 
of any decrease in rentals. In fact, the 
evidence shows an increase rather than a 
decrease. 

There is no evidence that rentals are 
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higher in cities where the tax rate is uni- 
formly high than in cities where the tax 
rate is uniformly low, other conditions be- 
ing the same. 

Where population is stationary or declin- 
ing it is certain that a tax upon real estate 
is paid entirely by the owner of the real 
estate and does not at all increase rentals. 
When population is increasing the effect of 
a tax upon land appears to at least counter- 
act the effect of a tax upon improvements, 
so that an increase in the tax rate does not 
increase rentals. 

One effect of the tax upon real estate is 
generally almost lost sight of, and it is one 
of the most important. So long as the tax 
rate remains at about the same point the 
tax upon the owners, who bought while 
that rate prevailed, is in reality no tax at all. 
The reason is that the buyer of a parcel of 
real estate pays a sum determined by the 
probable net return, and if the tax is low, 
and the net return high the price will be 
high ; if the tax is high, the net return will 
be correspondingly lower and the price pro- 
portionately affected. An illustration may 
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make this clear : A owns a house and lot, 
which is rented for $i,ooo a year, and tax- 
es and repairs amount to $300. The net 
revenue is, therefore, $700, and the selling 
price of that particular house and lot, on 
the basis of 5 per cent, income, is $14,000. 
If, instead of taxes and repairs amounting to 
$300, the taxes were so much heavier that 
taxes and repairs amounted to $400, the net 
revenue would be only $600, and the sell- 
ing price would be 12,000 instead of $14,- 
000. So far as the buyer of that house and 
lot is concerned, the only difference to him 
between a tax uniformly high and a tax 
uniformly low will be a difference in pur- 
chase price exactly balanced by a difference 
in annual payment. 

If the tax rate increases after the pur- 
chase of a parcel of real estate, the increase 
falls wholly upon the owner at the time the 
increase takes place. If the rate of taxation 
continues at the increased rate and other 
conditions remain the same the owner will 
be obliged to accept a smaller price from a 
buyer, and the buyer, so long as the rate 
does not again increase, will practically pay 
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no tax at all^ as his purchase price will be 
as much less as the capitalized value of the 
increased annual tax. 

CONCLUSION. 

The general conclusion of the whole 
matter is that taxes upon things capable of 
reproduction are paid by the consumers of 
the things taxed, and that taxes upon things 
not capable of reproduction, but of fixed 
quantity, are paid by the owners and only 
by those who are the owners at the time 
the tax is imposed. 
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Opinions of Economists 

The following extracts are from letters addressed 

to the editor of Public Policy and are 

published by permission of the 

writers 

I have read the article by Mr. Lawson Purdy 
on " The Burdens of Local Taxation and Who 
Bears Them " with great interest. So far as I 
am able to judge from a hasty perusal, the con- 
clusions of Mr. Purdy are in the main sound and 
in accordance with the best teachings of eco- 
nomic science. 

Edwin R. A. Seligman, 

Professor Political Economy and Finance, 

Columbia University, New York. 



I have read Mr. Purdy's article with much in- 
terest, and it seems to me a remarkably clear state- 
ment on one of the most complex of financial 
problems. I find nothing in the paper to criti- 
cise. Jesse Macy, 

Professor Political Science, Iowa College. 



I believe Mr. Purdy has stated the general 
principles of the incidence of local taxation as 
clearly and concisely as could be done in a few 

40 



pages. One thing I think cannot be made too 
plain^ namely, the difference between the original 
payment, the ultimate incidence, and the indirect 
effects of a tax. This Mr. Purdy has brought 
out in his article. Ernest L. Bogart, 

Professor Economics and Sociology, 
Oberlin College, Oberlin, Ohio. 



I think there can be no doubt that Mr. Purdy^s 
article is substantially sound. Of all the im- 
becilities which have ever been perpetrated by 
the human intellect tax legislation is easily first, 
and no blundering is more gross than the effort 
in almost all of the states to tax securities or 
choses in action with the idea that the tax will 
fall on the lender or creditor and cannot be shifted. 
Wheeler H. Peckham, New York. 



I read Mr. Purdy's article with interest, and it 
seems to me clear and convincing. 

George L. Rives, New York. 



Mr. Lawson Purdy's work for a more scientific 
system of taxation is well and favorably known in 
New York City and State. His article, which 
you have recently published, ought to be of consid- 
erable assistance in clearing the atmosphere and in 
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persuading every citizen to study carefully how 
far taxes are shifted and upon whom the burden 
finally fiiUs. Mild R. Maltbie, 

Secretary Committee on City Affairs, 
Reform Club, New York. 



The article is excellent in form and seems to 
me to be, in the main, sound. 

Professor John B. Clark, 
Columbia University, New York. 



The article on ** The Burdens of Local Taxa- 
tion and Who Bears Them" by Mr. Lawson 
Purdy, Secretary of the New York Tax Reform 
Association, published in your issue of February 
23 d, is one of the very best discussions of the 
subject in a few pages that I have ever seen. His 
conclusions on the mcidence of taxation are in har- 
mony with those of the best economists on the 
subject. I think that Mr. Purdy has contrib- 
uted a new point to the analysis of the taxation 
of real estate by showing how, even in a growing 
community, an increased tax upon real estate 
brings so much unoccupied land into the market 
as to counterbalance the tendency of the higher 
tax on the buildings to raise rentals, so that the 
net results of increasing real estate tax in cities is 
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not to increase the cost of living to the mass of 
the population, however great the increase of bur- 
den upon the owners of land and buildings. 

Professor Edward W. Bemis. 



Without going into any details I can say that 
the article is extremely clear, and that the opinions 
he enunciates are generally accepted by the per- 
sons I have met who have made taxation a study. 
T. Jefferson Coolidge, Boston, Mass. 



Allow me to thank you for the copy of " Pub- 
lic Policy" dated February 23, 1901, containing 
the able article by Mr. Lawson Purdy on " The 
Burdens of Local Taxation and Who Bears 
Them." In discussing a subject so broad and 
so intricate as the incidence of taxation in so brief 
a paper, it is, of course, impossible to state all the 
modifications of the principles of incidence neces- 
sary to make the statement entirely accurate or to 
fit all possible cases which may arise. So far as 
this may be done, however, Mr. Purdy seems to 
have succeeded. His reasoning is thoroughly 
sound and it is presented in a readable manner. 

M. B. Hammond, 
Assistant Professor of Economics, 

University of Illinois. 
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The article on taxation is an excellent sum- 
mary of the principles of taxation, and is worthy 
of wide circulation. 

F. R. Clow, 
Professor Economics and History, 

State Normal School, Oshkosh, Wis. 



I have read the article with much interest and 
find myself in full agreement with the author's 
positions, although I must confess that I have 
not thought about the subject sufficientiy to make 
my opinions of any particular value. 

Henry Gannett, 
Geographer, Dept. of Interior, 

Washington, D. C. 

I think the conclusions of Mr. Purdy are 
based on facts, or what appear to be facts, and 
that these conclusions are sound. 

Rev. William Copley Winslow, LL.D., 

Boston, Mass. 



The article appears to be generally sound, and 
I am particularly pleased with its direct and 
forceful style. The general circulation of careful 
analyses of such important economic problems 
would be very beneficial indeed. 

H. T. Newcomb, 
Editor Railway Worlds Philadelphia, Pa. 
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I have read very carefully Mr. Purdy's article 
on " The Burdens of Local Taxation and Who 
Bears Them." The article seems to me exceed- 
ingly clear and except in a few particulars very 
sound doctrine. You will certainly be doing a 
good turn to the public by giving wide circu- 
lation to this article since it at any rate gives 
much clearer and more accurate ideas than those 
held by the great majority of people. 

E. Dana Durand, 
Secretary Industrial Commission, 

Washington, D. C. 

I beg to say that I have read with interest the 
article entitled, " The Burdens of Local Taxation 
and Who Bears Them " by Mr. Lawson Purdy 
in " Public Policy " of February 23 d. I think 
there would be general agreement with his fun- 
damental proposition as to the conditions neces- 
sary for the shifting of a tax. 

Charles H. Hull, 

Professor Cornell University, Ithaca, N. Y. 

Mr. Lawson Purdy has covered the subject so 
well, and his conclusions appear so sound, I see 
small opportunity for suggestion and less for 
criticism. Frederick F. Ingram, 

President Public Lighting Commission, 

Detroit, Mich. 
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I had noticed Mr. Purdy*s article on "The 
Burdens of Local Taxation and Who Bears 
Them," and while I should not like to express 
myself briefly on so significant a topic, I should 
be willing to say that Mr. Purdy's conclusions in 
his last paragraph appear to me in general to be 
correct. 

Henry C. Adams, 
Professor Political Economy, 

University of Michigan, Ann Arbor, Mich. 

I have read the paper very carefully, and am 
prepared to give it my unqualified approval. It 
is the clearest statement of the principles of inci- 
dence which I have yet seen. 

F. Spencer Baldwin, Boston, Mass., 
Professor Political Economy, 
Boston University, Boston, Mass., 
Editorial Writer Boston Evening Transcript. 

Mr. Purdy's presentation of the subject is 
very clear and satisfactory from the orthodox 
point of view. His treatment of the subject seems 
to me in the main eminently sound, and it certainly 
is lucid, concise and comprehensive. I have al- 
ready assigned the paper for review to a member 
of my class in Public Finance. 

Webster Merrifield, 
President University of North Dakota. 
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The conclusions reached by Mr. Purdy seem 
to me to be on the whole well grounded. While 
there might be points of detail in regard to which 
a different opinion might be preferred, the main 
positions and the general method of supporting 
them seem to me to be valid and in agreement 
with the recognized authorities on Finance. 

Robert C. Chapin, 
Professor Political Economy, 

Beloit College, Beloit, Wis, 



A student of political economy feels some 
satisfaction when he occasionally reads an article 
on an economic question which departs from the 
usual style of discourse that makes up the greater 
part of economic literature. In ** The Burdens of 
Local Taxation and Who Bears Them " Lawson 
Purdy, M.A., advances a sharply defined proposi- 
tion and demonstrates the same by pure logic. 

Hugo Bilgram, Philadelphia, Pa. 



I think Mr. Purdy's exposition of the subject 
is clear and sound, and it would do great service to 
democracy if it could be put not only into the 
hands but also into the heads of the citizens 
generally. 

Delos F. Wilcox, Elk Rapids, Mich. 
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This cracial question is dealt with in a remark- 
ably lucid way by Mr. Lawson Purdy, Secretary 
of the New York Tax Reform Association, in a 
recently published paper on " The Burdens of 
Local Taxation and Who Bears Them/' The 
writer has succeeded in stating certain principles 
regarding incidence upon which there is a con- 
sensus of opinion among economists, in a form 
that should be intelligible even to the wayfaring 
man though unread in the ^^ dismal science." 

Boston Evening Transcript, March i8, 1901. 
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